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SECTION A  

This question is compulsory and MUST be attempted 

 
 

1. You are responsible for training in your audit firm. You have been asked to make a 

presentation to junior employees on the audit of a computer based accounting system.  
 

Required: 

 

(a) Explain four effects of computerization of an accounting system on: 

 
(i) the client company,               4 Marks 

 
(ii) the auditor‟s work.               4 Marks 

 

(b) Explain the following terms with regard to audit in a computerized system: 
 

(i) audit software,                3 Marks 

 

(ii) test data.                3 Marks 
 

(c) State any two manual and two automated controls in a computerized system. 
4 Marks 

(d) Define the term „data base management system‟ (DBMS).                      2 Marks 
(TOTAL : 20 MARKS) 
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SECTION B 

 

FOUR questions ONLY to be attempted from this section 

 

2. Record keeping and some form of checks and verification of financial records and wealth 
of individuals or institutions have existed for a long time. But it was after the industrial 

revolution from the mid 18th to 19th century that auditing began to evolve into a field of 
fraud detection and financial accountability because, with business growth and the 

development of companies, there tended to be a growing gap between business 
ownership and management. 

 

By the early 20th century company legislation of developed countries included a 
provision on audit as a requirement for incorporation  and required the auditor to submit a 

report on his findings in an independent auditor‟s report, but fraud detection was st ill the 
main objective of an audit. 

 

Enhanced by the development of the accountancy profession from the late 19 th century 
into the 20th century, the need for proper qualifications of an auditor was also 

incorporated into the law, and as the century progressed, the emphasis of an audit 
objective shifted from fraud detection to determination as to whether or not financial 
statements show a true and fair view, as it is today.  

 
Required: 

(a) Explain the extent to which fraud detection is still relevant in the audit of financial 
statements in current times.                          5 Marks 

 
(b) State five benefits derived from an audit in current times.           5 Marks 

 

(c) Although an audit is useful, state the five audit limitations, particularly with  
  regard to small and medium sized owner- managed enterprises.          5 Marks 

 
(d) An auditors‟ independence has been a paramount issue in the course of the  

  development of audit services.  

 
Required: 

 
Why is it important that an auditor should not only be independent in mind, but 
also be seen to be independent?                                    5 Marks    

(TOTAL: 20 MARKS) 

 

 
 
 

 
 

Continued/…… 
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3. Dyelatu Ltd is a newly established limited company engaged in large scale retail business 
across the country. The directors wish to appoint statutory auditors. They have 

approached your firm of public accountants to be their company‟s statutory auditors until 
its first annual general meeting, when members will consider whether to reappoint your 
firm for the following year or replace you as provided for by the Malawi Companies Act. 

 
Required: 

 

(a) Why would it be important for your firm to screen Dyelatu Ltd before accepting  
  the offer?                 4 Marks 

 

(b) What information would you be interested to know about Dyelatu Ltd before 

accepting the appointment?                          6 Marks 
 

(c) Explain the following, as stipulated in the Malawi Companies Act: 

 
(i) The directors‟ duties with regard to financial statements of a company.   

               4 Marks 

(ii) The auditors‟ rights in the course of an audit work.           6 Marks 

 (TOTAL: 20 MARKS) 
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Continued/…… 

4. You are finalising the audit of one of your client companies and you have come across 
the following issue: 

 
On finalising the audit of inventory,  you discovered that the company has included in its 
inventory 600 units of one of its products at their selling price which is K1,500 each, 

instead of their cost price of K500 each. The company‟s draft financial statements 
currently show a profit of K500,000 with total  assets of K170 million. You discussed the 

issue with the directors and they agreed to re-value the inventory in question at K500 per 
unit and make appropriate amendments.  

 

Directors presented you with an amended set of financial statements with correctly 
valued inventory, but you discovered that they had instead reduced the provision for 

depreciation for the year by K600,000. When queried about the development, the finance 
director pointed out that part of the condition that they remain the government supplier, 
which is their main buyer, is their ability to remain profitable and that a review of its 

bank loan facility is due in three months‟ time. He has, therefore, refused to amend the 
financial statements again, and has also indicated that if your firm issues a modified 

report on their financial statements based on this matter, your firm will not be 
recommended for reappointment at the next annual general meeting.  

 

Required:   

 

(a) State the professional requirements of an auditor in regard to the following  
  issues:  

 

(i) Integrity                3 Marks 

(ii) Professional behavour (Courtesy)                        3 Marks 

(iii) Professional skepticism              3 Marks 

 

(b)  In your assessment of the above scenario, comment on the management behavour 
 for involving themselves in such undertakings.            5 Marks 

 

(c) State the courses of action that you could possibly take and the type of the report  
  that you would issue in such circumstances.             6 Marks 

(TOTAL: 20 MARKS) 
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5. (a) You are a member of an audit team of your firm carrying out an audit of Lifuwu 
 Manufacturers Ltd, which purchases raw materials for the manufacture of its 

 finished products. In addition, it also purchases other items  for direct resale. 
 

You have been assigned by your manager to carry out appropriate audit work to 

provide an assurance over the sales system and year-end sales, and receivables 
balances for credit sales. 

 
Required: 

 

(i) Give two respective control objectives and control procedures that you 
would expect to find over the sales and receivables system, and the 

auditor‟s tests to evaluate their effectiveness with respect to:  
 

(1) Acceptance of orders              4 Marks 

(2) Dispatch of goods and invoicing             4 Marks 

(3) Maintenance of accounting records            4 Marks 
 

(ii) What audit tests would you carry out to assess the validity and accuracy of 

the year-end sales and receivables balances.            4 Marks 
 

(b) It is the company‟s policy to maintain a minimum leve l of inventories of finished 
goods and raw materials. However, the recent increase in demand has made 
Lifuwu Manufacturers Ltd to experience stock-outs. In some instances goods 

have been dispatched to customers straight from the manufacturing plant without 
being recorded in the finished goods account or sent through the company‟s 

warehouse. 
 

Required: 

 
Explain any problem with this development, possible implications if any, and 

your recommendation to management.              4 Marks 
        (TOTAL : 20 MARKS) 
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6.  (a) ISA 300 Audit Planning, requires that an auditor properly plan his work in 

 order to obtain sufficient appropriate evidence to arrive at a reasonable 
 conclusion in his findings. 

 
Required: 

 

(i) State four reasons for audit planning.                                  4 Marks 

 

(ii) State, with reasons, the crucial information that an auditor would need to 
know about the client in order to formulate a proper audit plan and 
programme.                                                                       4 Marks 

 
(iii) Explain the following terms in auditing: 

 
(1) Audit risk.               2 Marks 

(2)       Materiality               2 Marks 
 

(b)  When finalizing an audit process, an auditor needs to review a number of other 

issues before arriving at the final conclusion of the audit. These include: 
contingent liabilities and their related provisions, opening balances and 

comparative figures, and subsequent events amongst others. 
 

Required: 

 
(i) Define the term „contingent liability‟.            2 Marks  

 
(ii) What audit procedures would you carry out to confirm the adequacy of 

disclosure of contingent liabilities and their related provisions in the 

financial statements of an entity.               2 Marks 
 

(iii) State the audit objective and procedures with regard to the following: 
 

(1) Opening balances and comparative figures.            2 Marks 

(2) Subsequent events (events occurring after the reporting date). 
  2 Marks 

(TOTAL: 20 MARKS) 
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7. In a certain examination a question asked the candidates to explain what a qualified audit 

report is. In response, one of the candidates wrote “a qualified audit report is the one that 
is issued when the auditor cannot give an entity‟s financial statements a true and fair view 

because they contain material misstatements”. 
 

A subsequent examination asked the candidates to comment on the appropriateness of the 

explanation given by the candidate. Below is a sample of the comments given by other 
candidates over the first response: 

 
(1) Yes the candidate is right.  A qualified report is issued when the auditor cannot 

give an entity‟s financial statements a true and fair view when they contain 

material misstatements.                
 

(2) Yes, it is partly true, but the candidate should have stated that a qualified report is 
issued when the auditor cannot give an entity‟s financial statements a true and fair 
view because of misstatements which are material but not pervasive, due to 

disagreement with the way certain matters are treated or uncertainty due to 
limitation of scope on certain matters. This report falls under the “except for” 

category.                             
 

(3) No, it is not true. A qualified report is issued where the auditor expresses an 

opinion that the financial statements give a true and fair view because the auditor 
has not encountered any material misstatements during the audit. It is a clean 

report. 
 
(4) In the statement itself, it is not true that an auditor gives an entity‟s financial 

statements a true and fair view. Rather, the auditor states whether financ ial 
statements reflect the truth and fairness of the entity‟s state of affairs. There is 

also need to differentiate between qualification and modification. A modification 
is any reservation expressed by the auditor on financial statements ( includes: 
qualified opinion, adverse opinion, disclaimer of opinion and emphasis of matter). 

A qualified report is issued where there are material but not pervasive 
misstatements due to disagreement with the way certain matters are treated or 

uncertainty due to limitation of scope on certain matters, expressed as “except 
for………, financial statements give a true and fair view…..” in the opinion 
paragraph.                  

 
(5) No, it is not true. A qualified audit report is issued by the auditor where he fails to 

conclude whether financial statements give a true and fair view or not. This could 
be because of uncertainties due to limitation of scope over matters so material or 
pervasive to financial statements such as when the client‟s records were destroyed 

by fire when the audit work was less than halfway through.             
  

 Required: 

As stipulated in the audit reporting concepts, comment on the appropriateness of each 

one of the candidates‟ responses listed above.                      20 Marks 

                            (TOTAL : 20 MARKS) 

E N D 


